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AMENDMENTS TO MERCHANT MARINE ACT, 1936 


(To Facilitate and Encourage New Ship Construction 
Including National Defense Reserve of Tankers) 


MONDAY, JULY 20, 1953 


Unirep Strares SENATE. 
SPECIAL SUBCOMMITTEE ON MARITIME SUBSIDIES, OF THI 
CoMMITTEE CN INTERSTATE AND FOREIGN COMMERCE, 
Washington, a G. 


The subcommittee met, pursuant to call, in room G-—16, Capitol, at 
10:05 a. m., Senator Charles E. Potter presiding. 

Present: Senators Potter and Butler. 

Also present: Mr. John M. Drewry, special counsel to the sub- 
committee. 

Senator Porrer. The subcommittee will come to order. Without 
objection, we will insert in the record at this point a copy of S. 2408 
and a copy of S. 2409. 

(The bills referred to are as follows :) 


[S. 2408, 83d Cong., 1st sess.] 


A BILL To amend the Merchant Marine Act, 1936, to provide a national defense reserve 
of tankers and to promote the construction of new tankers, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 510 (b) of the Merchant Marine 
Act, 1986, as amended, is amended by adding at the end thereof the following 
new paragraph : 

“The Secretary of Commerce is authorized, until June 30, 1958, subject to the 
provisions of this section, to acquire any tanker not less than ten years old 
and otherwise within the definition of ‘obsolete vessel’ contained in the proviso 
clause of subsection (a) (1), as amended, in exchange for an allowance of credit 
to be applied upon the purchase price of a new tanker or tankers, and to pay the 
cost of national defense features incorporated in the new tankers. Title to the 
obsolete tanker shall be transferred to the United States at the time of execution 
of the contract for the construction of the new tanker, and such obsolete tanker 
shall thereafter be placed in the national defense reserve subject to the pro- 
visions of section 11 of the Merchant Ship Sales Act of 1946, as amended: Pro- 
vided, That notwithstanding such transfer of title, any such obsolete tanker in 
the discretion of the Secretary of Commerce may be used thereafter by the 
former owner, subject to the provisions of subsection (d), during the period 
of construction of the new tankers.” 

Sec. 2. There are hereby authorized to be appropriated or otherwise made avail- 
able to the Secretary of Commerce such sums as may be necessary to carry 
out the provisions of section 510 (b) of the Merchant Marine Act, 1936, as 
amended, relating to the acquisition of tankers. 


[S. 2409, 838d Cong., Ist sess. ] 
A BILL To amend certain provisions of title XI of the Merchant Marine Act, 1936. as 
amended, to facilitate private financing of new ship construction, and for other 
purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1103 of the Merchant Marine Act, 


2 
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Loe amended (U.S. C., title 46, sec. 1273), is amended by inserting “(a)” 
he section number; and by striking out the last sentence thereof, and 
nserting at the end of the section the following: 
Che Secretary of Commerce is further authorized, under such terms and 
onditions as he may prescribe not inconsistent with the provisions of this title, 
isure against loss not to exceed 90 per centum of the unpaid balance of 
principal on loans and advances of credit made to finance the construction, 


truction, or reconditioning of vessels with respect to which he is author- 

insurance under this title 

The aggregate amount of insurance of principal obligations of all mort- 
} } 


s under this title and outstanding at any one time shall not 


provide mortg: 








d al 
LOO OOO OOO 
Section 1104 (a) (2) and (8) of such Act, as amended (U.S. C., title 
iG, Sé 174 amended 
inserting in paragraph (2) after the words “financed by the loan or 
the following “or in the case of vessels constructed under title V 
Act, involve an obligation in a principal amount which does not exceed 
») per centum of the cost of the vessel (exclusive of construction-differential 
bsidy and cost of national defense features) ,” 
~) by inserting in paragraph (8) after the words “new loan or advance made 
to aid in financing” the words “construction of vessels under title V of this Act, 
nded 


by amending clause (c) of paragraph (8) to read as follows: “in foreign 











Ss }. Section 1105 of such Act, as amended (U.S. C., title 46, see. 1275), is 
mended to read as follows 

Sec. 1105. (a) (1) In the event of the failure of the mortgagee to pay 

princi or interest under an insured mortgage giving the mortgagee the right 

t fore e, and failure « the part of the mortgagor to correct the default 

} xty ivs after the te of notice by mortgagee, the mortgagee shall 

I to tender to the Secretary of Commerce, an assignment of the 

ize and f the notes, bonds, or other evidences of indebtedness secured 

he mortyage ind of all ec ateral held by mortgagee s¢ iring such mortgage, 

hereupon to demand payment of the insured portion of the unpaid balance 

ipal of said mortgage Unless within a period of sixty days after such 

Secre ry of Commerce shall find that there has been no failure to 

pay principal or terest nder the mortgage or that such failure has been 

correcte he shall accept the assignment and thereafter, within thirty days 

f e date of such acceptance, shall pay to the mortgagee the insured amount 

1id balance of principal of the said mortgage. Upon acceptance of 

ich assignment, the obligations of the mortgagee to pay the premium charges 

irunce sjiall cease 
) In the event of the failure of the borrower to pay principal or interest 
nder an insured loan, the lender shall have the benefits of insurance against 


ss provided under section 1103 (b) of this title upon compliance with the terms 
and conditions of such insurance 
| {ny amount required to be paid by the Secretary of Commerce pursuant 
to subsection (a) shall be paid out of the fund to the extent that funds are 
lle therein at the time such payment becomes due, and to the extent such 
funds are not available, the Secretary of Commerce shall pay to the assignor of 
the insured mortgage any amount required to fully satisfy the claim, which 
amount is hereby authorized to be appropriated out of any money in the Treasury 
not otherwise appropriated 
‘) The Secretary of Commerce shall have the right to foreclose the mortgage, 
or to take such other action against the mortgagor or any other parties liable 
under the mortgage or the collateral, that, in his discretion, may be required to 
protect the interests of the United States and the insured lender, as they may 
appear, and such suits may be brought in the name of the United States, or in 
the name of the insured lender or assignee, and such lender or assignee shall 
make available to the United States all records and evidence necessary to prose- 
eute any such suit. The Secretary of Commerce shall have the right in his 
discretion to accept a conveyance of title to and possession of the vessel from 
the mortgagor, and in the event of a sale by the United States marshal under 
foreclosure procedings, may recommend that the vessel be purchased by the 
United States In the event the Secretary of Commerce shall receive through 
the sale of the vessel or other collateral assigned to him an amount of cash 
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in excess of the amount of any payment under section 1105 (a) (1) and the 
expenses of collection of such amount, he shall pay to the insured such cash 
amount, but not in excess of 10 per centum, and unpaid interest to which the 
lender is entitled under the loan 

‘(d) Notwithstanding any other provision of law relating to the acquisition, 
handling or disposal of property by the United States, the Secretary of Com- 
merce shall have the right to complete, recondition, reconstruct, renovate, 
repair, maintain, operate, charter or sell for cash or credit, in his discretion, 
any property, including the mortgaged vessel acquired by him pursuant to the 
assignment as provided in this section; and shall also have the power to pursue 
to final collection, by way of compromise or otherwise, all claims against mort 
gagors or persons liable under collateral assigned to the Secretary of Commerce 
as herein prvided. 

‘(e) Any contract or commitment of insurance entered into by the Secretary 
of Commerce under this title shall be final and conclusive and shall not be subject 
to avoidance by any officer, employee, or ent of the United States, except in 


case of fraud, duress, or mutual mistake of 





THE SECRETARY OF COMMERCE, 
Washington 25, July 15, 1953. 
Hon. RicHAarp Nixo 
President of the Senate, Washington 25, D. C. 


DrAR MR. PRESIDEN’ There are transmitted herewith a draft and explana- 
tory statement of the purpose and provisions of a bill designed to create a ready 
reserve of usable tankers, and at the same time stimulate the construction of 
new, faster, and more efficient tanker tonnage. 
pose and provisions of the proposed legis 
in the accompanying explanatory statement 

I strongly urge enactment of the measure prior to the adjournment of the 


ition are set forth in detail 





present session of Congress 
We have been advised by the Bureau of the Budget that the proposed legis- 
latic sin accord with the program of the President 
Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce 
PURPOSE AND PROVISIONS OF DRA BI ») PRovipE A NATIONAL DEFENSE RESERVE 
TANKERS AND TO PROMOTY [ CONSTRUCTION OF New TA TERS 


Recent comprehensive studies made of petroleum needs for the United States 


and the free world have concluded that one of the most serious risks to the 


national security, in the event of grave national emergency, stems from the 
prospective shortage of tankers. The same studies cor ide that since there 
Ss no reasonable prospect of normal commercial activity providing the number 





of tankers needed in the initial phases of a future full mobilization, the Gov- 
ernment should create and maintain a reserve of usable tankers to avoid a 
serious curtailment of military operations and a crippling of essential civilian 
activities 

kurther, the studies indicate the need for a large tanker construction program 
immediately upon full mobilization. Thus, there is a clear national defense 
requirement for a tanker shipbuilding industry base capable of expansion to 
meet such program. 

The new tankers which would be constructed must meet military require- 
ments even though this would require a speed in excess of that required for 
commercial use. 

The accompanying draft bill is designed to create a reserve of tankers, and 
to promote the construction of tankers in line with national defense require- 
ments. The method selected would utilize to the fullest possible extent private 
resources and would involve the expenditure of Government funds only as 
may he necessary to acquire tankers for a national defense reserve and to in- 
corporate special defense features in new tankers. 

Under section 510 of the Merchant Marine Act, 1936, as amended, the Secretary 
of Commerce is authorized to accept vessels over 12 years of age in exchange 
for an allowance of credit in the construction of a new vessel. The amount of 
such allowance under the law is the fair and reasonable value of the vessel as 
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determined by the Secretary of Commerce after consideration of the scrap value, 
the depreciated value (based on a 20-year life), and the market value of the 
traded-in vessel. 

Since the major part of the present privately owned tanker fleet consists of 
vessels constructed during World War II, they are not 12 years old, and hence 
are ineligible for turn-in under existing law. In order to establish the defense 
reserve of tankers, it is necessary to amend the law to make these vessels eligible 
for turn-in. It is recommended that the present 12-year age limit be reduced to 
10 years, making practically all of the present tanker fleet eligible for turn-in 
under the law, in order to establish a reserve tanker fleet in the interest of 
national security. 

Since the allowance for such turned-in vessels can be used only in connection 
with the construction of new tankers, the resulting United States tanker fleet will 
be faster, safer, and more efficient. Additionally, the new construction will serve 
to maintain an adequate shipbuilding industry as a base for expansion in time 
of mobilization. 

Unless new contracts for the construction of oceangoing vessels are forthcom 
ing, shipyards in this country will be without sufficient merchant ship construc 
tion contracts to assure maintenance of a shipbuilding base capable of expansion 
to meet the needs of mobilization. 

In view of the critical importance of this matter, it is urged the Congress give 
it favorable consideration at the earliest possible time. I urge enactment of the 
proposed legislation at this session of Congress 


JULY 16, 1953. 
Hon. CHARLES W. ToBEy, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington 25, D. C. 


DEAR SENATOR TosBeY: There is submitted herewith a draft of a bill to facilitate 
private financing of new ship construction by broadening the present cumbersome 
and unsatisfactory mortgage insurance provisions of title XI of the Merchant 
Marine Act, 1986. 

This proposal would remove two of the apparent reasons why Federal ship 
mortgage insurance has not encouraged to any raeasurable extent private financ- 
ing of new ship construction. The mortgagee would no longer have to foreclose 
a difficult and expensive procedure if the vessel should be in foreign waters, and 
he would receive payment in dollars rather than debentures which do not mature 
until after a period of years. The proposal would also authorize the Secretary of 
Commerce to insure loans and advances of credit made during the period of 
construction of the vessel, when the present ship mortgage insurance is not 
available It would further authorize title XI insurance for vessels to be used 
anywhere in the foreign trade of the United States. In the interest of effective 
use of private financing, the measure would provide, that the contracts of in 
surance be final and conclusive except in cases of fraud, duress, or mutual mistake 
of fact 

We have been advised by the Bureau of the Budget that it supports the basic 
objective of the measure, that is, to encourage private financing of ship mort 
gage, and that there would be no objection to the submission of the measure for 
the consideration of the Congress. However, the Bureau of the Budget advises 
that with respect to the finality clause referred to above, its inclusion in the 
measure does not involve any commitment insofar as the program of the President 
is concerned. I strongly urge that action on the measure be taken as soon as 
possible in order that we may be able to meet the pressing problems of ship 
financing. 

In view of the hearings being held by the Special Subcommittee on Maritime 
Subsidies, a copy of the measure is being transmitted to the Honorable Charles 
E. Potter, chairman of the special subcommittee. 

Sincerely yours, 





SINCLAIR WEEKS, 
Secretary of Commerce. 


A BILL To amend certain provisions of title XI of the Merchant Marine Act, 1936, as 
amended, to facilitate private financing of new ship construction, and for other pur 


poses 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1103 of the Merchant Marine Act, 
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1936, as amended (U. S. C., title 46, sec. 1273), is amended by inserting “(a)” 
after the section number; and by striking out the last sentence thereof, and 
inserting at the end of the section the following: 

“(b) The Secretary of Commerce is further authorized, under such terms and 
conditions as he may prescribe not inconsistent with the provisions of this title, 
to insure against loss not to exceed ninety per centum! of the unpaid balance of 
principal on loans and advances of credit made to finance the construction, recon- 
struction, or reconditioning of vessels with respect to which he is authorized 
to provide mortgage insurance under this title. 

“(ce) The aggregate amount of insurance of principal obligations of all mort- 
gages and loans under this title and outstanding at any one time shall not exceed 
$100,000,000.” 

Sec. 2. Section 1104 (a) (2) and (8) of such Act, 
title 46, sec. 1274), is amended : 

(1} by inserting in paragraph (2) after the words “financed by the loan or 


as amended (U. S. C 





advance’ the following “or, in the case of vessels constructed under title V of 
this Act, involve an obligation in a principal amount which does not exceed 
7) per centum of the cost of the vessel (exclusive of construction-differential 


subsidy and cost of national defense features),”’ 

2) by inserting in paragraph (8S) after the words “new loan or advance made 
to aid in financing” the words “construction of vessels under title V of this Act, 
us amended” ; 

(3) by amending clause (c) of paragraph (8) to read as follows: “in foreign 
trade 

Sec. 3. Section 1105 of such Act, as amended (U.S. C., title 46, see. 1275), is 
amended to read as follows: 

Sec. 1105. (a) (1) In the event of the failure of the mortgagee to pay 
principal or interest under an insured mortgage giving the mortgagee the right 
io foreclose, and failure on the part of the mortgagor to correct the default 
Within sixty days after the date of notice by mortgagee, the mortgagee shall have 
the right to tender to the Secretary of Commerce, an assignment of the mortgage 
and of the notes, bonds or other evidences of indebtedness secured by the mort 
gage, and of all collateral held by mortgagee securing such mortgage, and there- 
upon to demand payment of the insured portion of the unpaid balance of prin 
cipal of said mortgage. Unless within a period of sixty days after such demand, 
the Secretary of Commerce shall find that there has been no failure to pay 
principal or interest under the mortgage or that such failure bas been cor 
rected, he shall accept the assignment and thereafter, within thirty days from 
the date of such acceptance, shall pay to the mortgagee the insured amount 
of the unpaid balance of principal of the said mortgage. Upon acceptance of 
such assignment, the obligations of the mortgagee to pay the premium charges 
for insurance shall cease 





’ 


‘(2) In the event of the failure of the borrower to pay principal or interest 
due under an insured loan, the lender shall have the benefits of insurance against 
loss provided under section 1103 (b) of this title upon compliance with the 
terms and conditions of such insurance 

“(b) Any amount required to be paid by the Secretary of Commerce pursuant 
to subsection (a) shall be paid out of the Fund to the extent that funds are 
available therein at the time such payment becomes due, and to the extent 
such funds are not available, the Secretary of Commerce shall pay to the as- 
signor of the insured mortgage any amount required to fully satisfy the claim, 
which amount is hereby authorized to be appropriated out of any money in the 
Treasury not otherwise appropriated. 

“(c) The Secretary of Commerce shall have the right to foreclose the mort- 
gage, or to take such other action against the mortgagor or any other parties 
liable under the mortgage or the collateral, that, in his discretion, may be 
required to protect the interests of the United States and the insured lender, 
as they may appear, and such suits may be brought in the name of the United 
States, or in the name of the insured lender or assignee, and such lender or 
assignee shall make available to the United States all records and evidence 
necessary to prosecute any such suit. The Secretary of Commerce shall have 
the right in his discretion to accept a conveyance of title to and possession of 
the vessel from the mortgagor, and in the event of a sale by the United States 
marshal under foreclosure proceedings, may recommend that the vessel be 
purchased by the United States. In the event the Secretary of Commerce shall 
receive through the sale of the vessel or other collateral assigned to him an 


86483—53——_2 
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in exc f the amount of any payment under section 1105 (a) 
expenses of « ection of such amount, he shall pay to the insured 
but not in excess of 10 percent, and unpaid interest to which 
¢ ed under the loan 
N nding any other provision of law relating to the acquisition, 


1 
! 
g or disposal of property by the United States, the Secretary of Commerce 


ve the right to e« nplete recondition, reconstruct, renovate, repalr, miain- 

perate, charter or sell for cash or credit, in his discretion, any property, 

he mortgaged vessel acquired by him pursuant to the assignment as 

] led in this section; and shall also have the power to pursue to final collec 
ay of compromise or otherwise, all claims against mortgagors or persons 

inder collater ssigned to the Secretary of Commerce as herein provided 


Any contract or commitment of insurance entered into by the Secretary 


( ce under this title shall be final and conclusive and shall not be subject 
to avoidance b any officer, employee, or agent of the United States, ex ep in 
( f fraud, duress, or mutual mistake of fact.” 

] IVE OFFI ( H PRESIDI 
BUREAU ¢ rHE | r 
Washington D. ¢ J lt , 
e the S ETARY OF COMMERCI 
Attention: Mr. Kenneth F. MeClure, 5524 Commerce Building 
My Dear Mr. Secretary: This will acknowledge Mr. Murra letter of June 
1, 1953, trar tting a draft of t hich you propose to present to the Congress 


entitled “To amend certain proy ons of title XI of the Merchant Marine Act 











1936, as amended, to facilitate private financing of ne ship cons and 
I er purposes 
This Bureau fully supports the draft bill’s basic objective of encouraging i 
ere ed private financing of ship mortgages However, we note that the draft 
! in its present form would not only insure lending institutions against all 
1 risk in conn on With such mortgag but would also eliminate any il 
convenience to them in the event of mortgage default We are concerned that 
this mi t go unnecessarily far in the direction of relieving private lenders of any 
ell ve responsibility for such ans Similar concern has been indicated by 
t Treasury Department and by the Comptroller General, commenting on this 
draft bill, and by the Department of State in its comments on 8S. 1905, a 
ar nature To assure the most effective protection of the 
ent nterest in this matter, it appears highly important that the priv: 
el e required to assume some share of the financial responsibility 
! Accordit t our strong vit that the draft bill should pro. 
the Government will insure no more than 90 percent of the principa 
‘ ! 
Che la paragraph of section 8 of the draft bill would make mortgage insur 
tracts final and conclusive except in cases of “fraud, duress, or mutual 
e of fact The Comptroller General has raised strong objections to this 
provision, In the view of this Bureau, the necessity for such a provision in this 
a it has not been clearly established While there would be no objection 
ni ion of this provision for the consideration of the Congress, it should be 
de clear that such inclusion does not involve any commitment insofar as the 
| of the Presider concerned 
The Tr si Department suggests that the reference to the Secretary f the 
sury in section 3 of the draft bill be changed to the Secretary of Commerce 
This point 1} been discussed with staff of your Department, and it is under 
d that the proposed amendment is acceptable 
Subject to the changes indicated above, and certain other specific amendments 
discu 1 informally with staff of your Department, you are advised that there 


would be no objection to the submission of this draft bill for the consideration of 
the Congress 
Sincerely yours, 
Rocer W. JONEs, 
issistant Director for Legislative Reference 


Senator Porrrer. This subcommittee was created to consider S. 2408 
and S. 2409; both bills were introduced at the request of the Depart- 








ment of Commerce. Due to that fact, I think it is wise we hear from 
the Department of Commerce. We have wit! today Under Seer 
tary of Commerce Robert Murray. Mr. Murr: ay, do you want to 
present the Department of Commerce’s position at this time? 


STATEMENT OF ROBERT B. MURRAY, JR., UNDER SECRETARY OF 
COMMERCE FOR TRANSPORTATION 


Mr. Mt RRAY. Mr. Chairman, betore I fO into the statement which I 
have prepared, Ll think we owe tlus subconnunittee a word of ¢ xplar 
tion as to wl Vv we are up here so late for both these bills, on a request 
for an amendment making { poss ble to trad n the tankers at 10 
years. 

That came about after a verv detailed study of the Petroleum 
Administration. This is only a tiny part of that. 

As you can well realize, the proble Hh is SO involved and complicated 
that it took a fairly long time after the administration came into 
office in January to complete those studies. 

It became apparent that in the overall petroleum picture there was 
a tanke r problem. The ‘re fore, it has not been po sible for us to 
come to you prior to the time we did last week. 

Senator Porrer. This is a result of a study that has been made not 
only by the Department of Commerce but, I assume, by all agencies 
of the executive branch who are interested in this problem ? 

Mr. Murray. That is right. On the second one. the matter of 
private financing for the construction and repair of ships, that again 
has been a problem because of the number of people who had to be 
involved in it, not only the agency people but the reé presentatives of 
the various private financing institutions with whom we had session 
during these past 5 motnhs. 

As you can imagine, there are a great many conflicting points of 
view, as the re alw: Lys ave when you have so many people inv volved. We 
have at le: ast, } i think come up with somethi ne th: it gives us a starting 
point prior to getting into the ship-construction program, which will 
certainly be with us next year by reason of the overage condition of 
some of the passenger ships, some of which were deferred and some 
of which are going overage during the course of this year. 

Again, that is the reason for the delay. But we feel that both of 
these bills, for a number of re: isons, Carry W ith them a great urgency. 

You note the condition in which the shipyard will find themselves, 
completely apart from the need of the t anker fleet itself. For that 
reason, we felt justified in, at this late date, getting in touch with you 
and asking for the consideration of this jabieinanidins during this 
session for these two bills 

Senator Porrer. You think it very essential these two bills be en 
acted in this session of Congress ? 

Mr. Morray. I think it is essential, on the tanker bill, No. 1, the 
need for tankers, and No. 2, the condition in which we all plainly 
see the shipyards to be toward the first part of this coming year. 

On the private financing, unless we are to de ae upon the Gov 
ernment once more to pick up the entire burden, without this legisla 
tion, we have no opportunity to work with the Bib te institutions in 
the hope that can be reflected in our budget. estimates which we come 
to the Congress with next year. 
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), the two of them are, I think, very urgent pieces of legislation, as 
we cae to you, and which you have shown this speed in setting 
up this hearing. 

Senator Porrer. I wish to assure you that if the subcommittee ap- 
proves the legislation they will push it, the full committee, and also 


l 
t 


nthe Senate. We are very anxious to expedite the consideration of 
these two bills. If they meet with the favorable consideration of the 
committee, I think we have a good chance of favorable consideration 
by the Senate before adjournment. 

Mr. Murray. Mr. Chairman, Mr. Weeks, who will be " re this af 
ternoon, will furnish the overall Commerce ievaition on S. 2408 and 
Ss. 2409. Tam going to discuss some of the more detailed objectives 
of the bill and be prepared to answer any questions that the sub- 
committee has. 

S. 2408 provides for a temporary authorization to the Secretary 
of Commerce until June 30, 1958, to buy L0-vea r-old tankers for the 

ation ia] defense reserve fleet for an allow ince of credit to be applied 

pon the cost of new replacement tankers plus the cost of national 
defense features built into the new tankers. Assuming industry will- 
ress to participate in the “trade-in and build” program, we antici- 
pate two major problem areas in the implementation of the plan. The 
first is obtaining agreement with the operators upon the fair and 
reasonable value of the tankers to be turned in. Of course, the De 
partment will conduct negotiations with the unswerving intention of 
obtaining the most defense for the smallest number of Government 
dollars. However, and this is one of the primary problems—I might 
say that is the whole basis behind this proposal. 

Senator Porrer. Has the Department of Commerce discussed this 
with prospective buyers ? 

Mr. Murray. I formed a committee of tanker operators about 6 
weeks ago. We have had a goreat many dise ‘ussions with the ‘Ih. Ag eain, 
one never knows until you give a firm proposition today to your 
people. But this has pretty well been checked with them. We feel we 
will be able to get tankers built in limited numbers, but nevertheless, 
important numbers. 

However, and this is one of the primary problems, we must at 
all times realize that one of the goals is a laid-up reserve of usable 
tankers in a good state of repair and delivered to the reserve fleet in 
a condition which will permit their prompt reactivation. The trade- 
in allowance, therefore, will be for an operational commercial tanker. 

We are not seeking to siphon off inefficient, obsolete, or scrap ton- 
nage as may have been the case of trade-ins during the past. Rather, 

look to the middle course of acquiring a pool ‘of moder ately good 
wha which will absorb the impact of the vastly increased demand 
for tankers which will be created by any major national emergency. 
Obviously then, we must be able to negotiate with the owners of exist- 
ing commercially operable tankers on a basis sufficiently attractive 
to induce them to participate in the plan, and at the same time we 
must limit trade-in payments to the minimum. 

The second problem is that of fairly determining the national- 
defense allowance in connection with the minimum speed requirement. 
| think, in prine iple, we have an excellent precedent in the building 
of the Cimarron-class tankers prior to World War II. These tankers, 
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as you know, became fast fleet oilers and enable the Fast Carrier 
‘Task Force to operate continuously for periods up to 4 and 6 weeks 
at sea during World War II. In that instance, I understand the 
Government paid the difference between the cost of building the ships 
to the required minimum defense speed and cost of the normal com- 
mercial speed of the company involved. The payment was final, and 
the company was not under any restriction regarding the commercial 
utilization of the increased speed. 

With regard to the urgency of this measure, I believe the chart 
showing shipbuilding in the United States since World War II, previ- 
ously ubmitted to your conmunittee by the De putty Maritime Admin 
istrator, is the most impressive evidence on this subject. 

We believe that the enactment of S. 2408 will provide a powerful 
stimulus so sore ly needed now to maintain this vital defense indus try 
and to create a ready reserve of usable tankers. 


Mr. Chairman, unde the lol o-range shipping bill, as you know. it 
is quite proper for the Maritime Board to grant subsidies for the 
building of tankers. ‘That is one alternative we have with us at the 


moment. However, it seemed desirable, from our point of view, to 
utilize to the greatest possible extent private financing in this particu- 
lar instance. 

We have a hope that we will be able to build up the tanker fleet with- 
out the usual form of subsidy which, in the past, has been paid. We 
vet something, it is true—— 

Senator Por reR. Buying national defense? 

Mr. Murray. That is right. But we get something tangible for 
that. It is not a subsidy that simply goes to a company for the pur 
pose of constructing a tanker. We get a reasons ably good ‘mater n 
return for our money at what would be the world going-rate price a 
a tanker in that condition. 

Senator Porrer. How many tankers do you have in mind that we 
would build for trade-in pur poses 

Mr. Murray. We think, we had hoped in this particular case to get 
20 of these built right away. That is not a big number. It, at least, 
is a good-sized number. We get something for our money, and we 
have back in the reserve fleet a good tanker. 

Senator Burter. How many tankers do you have now over 10 years 
of age in the fleet ¢ 

Mr. Murray. We have none in our reserve fleet. 

Senator Burter. How many do you have in private hands? 





STATEMENT OF JAMES J. MOONEY, MARITIME ADMINISTRATION 


Mr. Mooney. Three hundred and six war-built ships, Senator 
Jutler. 

Senator Burter. That would be the maximum, in other words? 

Mr. Mooney. That would be the group that we would primarily 
look to. 

Senator Burier. The Secretary would be authorized to take up to 
that number 4 

Mr. Murray. Well, I think there would be no chance of going that 
high, Senator Butler, for a number of reasons. The situation at the 
moment divides into two groups that we are interested in: the larger 
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panies, and then. the small dep dents. We will have Lo, in 
negotiations with the ompanies, arrive at a go «1 price. 

Senator Burier. That leads me to the next question. Do you have 

hhite plans for the allocation as to who shall vet the new 

nkers and who gets the trace ins? J should think there would be 

\ veiy dem ind on the gh ot the people who own these tankers to 

vet a new, modern ta ker ith better speed ana with modern equip- 

ment. Have you given any thought as to how you will allocate 

imonest these pe ople who own such tankers the new tankers that are 


CoOIng to be buil t ¢ 

Mr. Murray. No. 1, I do not think there would be a great rush. 
That would be indicated by the conversations we have had. This 
group with whom we have been working pretty well comprises all 
segments of the tanker groups. We feel that we are going to, perh: me: 

th each individual company work out a slightly different deal : 
we negotiate for the trade-in and the construction. 

Sol le companies, for example, most of the | lo oil companies, | think, 
have no great desire for a certificate of necessity. 

Senator Burter. This goes for 5 years? 

Mr. Murray. Yes. 

Senator Butter. How many tankers do you think vou would trade 
In in o years ¢ 

Mr. Murray. Senator Butler, that is hard to tell. I think if we 
were able to, perhaps, get up to 50, we would have done a fairly good 
job during that time. 

Senator Porrrer. I think Admiral Wilson testified there were 57 
nore or less. obsolete tankers. 

Mr. Murray. Fifty-seven in the MSTS? 

\dmiral Witson. That is exclusive of the MSTS. 

Senator Burter. This bill is not designed to pick those tankers up. 
It is designed to have a ready, available fleet of good, used tankers 
n the hands of the Government in time of an emergency. So, you 
would not be picking up obsolete tankers. That would not be the 
measure ot the number you would build ( 

Mr. Murray. That will bring us back from the three-hundred-and 
some that we are talking about. We do not want the tankers which 
are not in good shape. 

Mr. Drewry. You would plan to phase the allocation of them and 
distribution of the shipbuilding contracts so as to prevent this feast 
and famine, in effect, that was testified to? 

Mr. Murray. Thatis right. I think we have 47 ways that are avail- 
able for this type of tanker that we are thinking about. It would be 
unfortunate if we were to really go beyond the minimum that we 
need to stretch it out, as long as it has been possible—— 

Senator Buriter. What would be the average construction time for 
a ship such as that? 

Mr. Murray. From the time that you start until the ship is launched 
it would take what—2 years ? 

Mr. Mooney. No, sir. If you got a program going, Senator, where 
you could always look forward to a successor ship coming forward, 
and that sort of thing, probably they would run somewhere in the 
range of 10 to 11 months from the date the keel was laid. 

Mr. Murray. We are talking right now, though, because if we 
start in now we have the matter of the plans and approval. It would 


. 
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take from this point that we get this legislation in this session of Con- 
gress, we would be considerably beyond the 10 or 11 months from now; 
would we not ? 

Mr. Mooney. We estimate that if orders for four ships were placed 
before August 1, which is just as optimistic as anybody could possibly 
be, we would actually have some new deliveries at the tail end of the 
fourth quarter of this year. 

This assumes the availability of critical materials, the availability 
of components. We are not in a position to say, until we actually have 
some orders, whether they can get the components, the turbines, the 
gears, and that sort of thing. 

Senator Burier. As I understand this, this is an authorization bill? 

Mr. Murray. That is right. 

Senator Burrer. Do you have the money appropriated or would 
you have to come in here in your budget next year and ask for this 
money ¢ 

Mr. Murray. We think we may have some money. I am not an 
authority on that. But I understand that there are some defense 
funds which we might be able to use for this purpose. 

Senator Burter. I would like to see the Department push for this 
money. I think it is a good program . I think the Department should 
come in, if it is not in the budget, and ask for the money. It should 
be put in the budget. You should press for this and see that it is done. 
It seems very necessary. 

Mr. Murray. This seems the most suitable way out of a twofold 
problem, one to get your tankers, and two, to keep the shipyards going 
with some necessary building. 

Senator Burrer. When you take these old tankers in, they will 
probably be leased out or chartered out to the old owner or maybe to 
somebody else ? 

Mr. Murray. I would think that unless the world market changes, 
we would want to just put them in mothballs and not be in a position 
where we are competitive with the private tanker group. That is 
the idea at the moment. That, I think, would be the desirable 
approach. 

Senator Burier. I was just wondering what you could do. You 
had a provision in the bill that you can charter them during the 
course of the construction, the new tanker, but you do not say what you 
would do after the new tanker comes on. You say you would put 
them in mothballs? 

Mr. Murray. Yes. 

Mr. Drewry. Will these be the new T-5 design which has been 
discussed ¢ 

Mr. Murray. We have not gotten quite that far into it, Mr. Drewry. 
I think if we can lay down certain general specifications, there are 
desirable features to letting the companies build according to their 
own specifications; the more we can stay out of this the better. It 
would seem to me that if we were to limit our situation to overall 
specifications, trade in the tanker and let the company build the 
kind of tanker it needs for its own trade, we will have a wealth of 
experience in different types, if you ever need to go into any proto- 
type. 

Senator Porrer. Is that the supertanker you are referring to? 

Mr. Murray. That is the prototype. 
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Mr. Drewry. I was just thinking about the time of construction, 
het he r there were des ions W hich either you had whi h were complete, 
wr whether the companies themselves had some. It takes quite a while 


evelop them. 
Mr. Murray. The companies, themselves, have gone pretty 





lans. ‘There are some good ones coming off now, high peed a 

Yy tonnage. The New Jer ev sun launched one the other day which 

making over 18 knots. It is a terrific ship. All the compa es do 
iave the pla S. an » smaller i dependents may 2o mMto the more 
prototype type of s hip. 

Qi plan is to m ke this available to any group, be they big or 
mall, if they have a desire and they can bring in a tanker to trade 


which would be a Og Od, usec tanker. 


Senator Porrer. I assume you will endeavor to try to spread the 

onstruction of these tankers to the majo. shipyards. You are not 
oiling to concentrate them all in one yard : 

Mr. Murray. No. I think we will want to spread the business 
around. I think that is one of the important aspects of the bill. 

Senator Burner. Would there be any element of not only ber oi 
i a good, used tanker, but a comp rlete lh obsolete tanker and } ki hg 
: reasonable allowance on it just for scrap 4 

Mir. Murray. We are going to try to kee ‘p to the cood, used tankers. 

Senator Buriter. You will stay away from the obsolete / 

Mr. Murray. We are rong to try to. The second part of this is to 

uild up a reserve fleet. It would be no good otherwise. 

I will turn to S. 2409, which has been introduced by Senator Tobey 
ind you. This bill seeks to bring about more active participation by 
our private investment market in the vital function of financing ship 
construction and reconditioning. Historically, ship mortgages have 
proven to be neither a desirable nor a practicable form of commercial 
nvestment unless the vy are otherwise secured by the pledge of long 
term charter rose payable by a charterer of unquestioned financial 
resources. The reason for this is simple. In the event of default, 
a ship mortgage may have to be foreclosed in any port or in any coun 
try of the work l. I orec losure in t i. fore 19Nn port must be carried out 
under laws and conditions casita to the mortgagee whose rights, 
moreover, may be and gener ally are subject to prior maritime liens 
usually held by nationals of the foreign couuntry in which the mort- 
gage may have to be foreclosed. 

The limited ship mortgage insurance now provided by title XT of 
the Merchant Marine Act is so cumbersome and restricted that it has 
never been used to any appreciable extent by banks, insurance com- 
panies, or other lending institutions. Thus, from 1938 to date, only 
about $5 million in principal amount of preferred mortgages have 
ever been insured le its provisions. At the present time, only 3 
insured mortgages are outstanding and these cover only 3 fishing boats 
in the amount of but shghtly over $370,000. 

The three major obstacles to use of the limited mortgage insur- 
ance now authorized by the present statute are : 

First, the fact that it is restricted to ships to be used in the domestic, 
Great Lakes, inland waterway, fishing and contiguous foreign trades, 
principally the Caribbean area. 
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Second, it cloes not cover short term ioans advanced during the 
period of construction and before a first preferred maritime mortgage 
can be placed upon the vessel under construction. 

Third, it requires the lending institution to go through the delays 
and harassment of foreclosure or similar proceedings to repossess the 
ship as a prerequisite to obtaining payment of the insurance. 

Fourth, the insurance is not payable in cash, but, on the contrary, 1s 
payable in the form of debentures carrying interest not to exceed 
percent. 

From the point of view of financial institutions, the latter two pro 
visions of the prese nt statute make the present Federal ship mortgage 
insurance partic ularly unattractive as compared with other forms of 

commercial investments available to the financial community. 
2409 would eliminate all of the foregoing objections in that: 

Tirst, by section 2 (3) it extends the coverage of mortgage insurance 
to vessels which will be engaged in foreign trade. These, of course, 
constitute the major portion of our American-flag merchant marine. 

Second, by section 1 it authorizes insurance for short-term loans 
and advances of credit made to finance the construction of ships dur 
ing the period of their construction. 

Third, by section 3 it requires the Government to pay the principal 
amount of the mortgage covered by insurance promptly after default 
in the payment of interest or principal and, therefore, does not require 
the lending institution to go through protracted, difficult, and ex- 
pensive foreclosure proceedings as a condition to realizing on the 
Insurance commitment. 

Fourth, it authorizes the Secretary of Commerce, aiter he has satis- 
fied himself that there has been a failure to pay principal or interest, 

pay off the aniount of insurance in cash, not debentures. 

It was deemed wise, however, to limit ship-mortgage insurance 
under the proposed legislation to 90 percent of the unpaid balance in 
order that the private lenders might have at least a 10 percent stake 
in the soundness of the loan originally negotiated by them and in its 
subsequent successful administration. 

It appeared to the Administration important that private lenders 
assume some reasonable share of the financial responsibility for these 
loans, if the Government is to insure them against loss of principal. 
We recognize, of course, that to this _ nt ship construction and ship 
mortgage loans, even when insured by the Government unde T the 
terms of the proposed bill, may be somewhat less attractive to private 
lending institutions than they would be if insured 100 percent. How- 
ever, on balance, it seemed wise to require that the lender retain at 
least a relatively small financial self-interest parallel to that of the 
Government, in order that we may look to the credit-investigation 
facilities of the private lending institutions to supplement the other 
safeguards of the act against any unnecessary financial loss on the 
part of the Government. 

The proposed bill, Ss. 2409, ot course, applies tC all loans and 
vances of credit and mortgages to finance the construction or pur 
chase of vessels either from private sources or pursuant to title V 
of the Merchant Marine Act, 1946. It also leaves unchanged the 
present provisions of the statute not inconsistent with its objectives. 
For example, the provision, among others. relative to loan insurance 


86483—53 3 
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premium charges and reasonable fees for the investigation of insur- 
ance applications is left unchanged. I should also add that the bill 
represents a supplement to, and not a substitute for, the Government 
ship financing authority already provided by section 502 (c) and 
section 509 of the Merchant Marine Act. 

We sincerely hope, if private lending institutions are given the 
assurances of the United States Government to offset the other dis- 
advantages now inherent in ship mortgage financing, that they will 
make available to our American merchant marine at least a substantial 
portion of the funds which up until now have had to be supplied by 
the taxpayers. 

We recognize, of course, that the proposed amendment to title XI 
would substantially broaden, in some respects, the liability of the 
Government under its insurance commitment. This extension of the 
scope of Government insurance, however, would be largely offset by 
the countervailing reduction from $200 million to $100 million in the 
aggregate amount of insurance which may be outstanding at any 

me time. If our program stimulates private investment in ship 
construction, as we hope and expect, and if experience in the adminis- 
tration of the mortgage insurance program is successful, it will un- 
doubtedly be necessary for us later to recommend raising the very 
conservative limit of $100 million to a sum considerably in excess of 
this amount. 

However, we believe that the suggested limitation of $100 million 
will be adequate for the new construction which is contemplated at 
least during the next 2 fiscal years. We would prefer to ask for a 
higher limitation only on the basis of operating experience under the 
legislation as now proposed. 

The broadening of the Government’s insurance liability under the 
proposed bill must also be weighed against the fact that, in the absence 
of proposed legislation, the Government would, as a practical matter, 
have to take for its own account and risk the entire amount of sub- 
stantially all ship mortgages covering new construction, if there is to 
be any significant new shipbuilding for American-flag operation in 
the dry cargo and passenger ship fields during the next few years. 

The extent of past Government ship financing is shown by the fact 
that, as of July 1, 1953, it held mortgages on 420 American- flag ships 
in the unpaid principal amount of $ $233,515,037. This represents over 
3,280,000 gross tons of American-flag shipping. Therefore, it seems 
clear that, since the Government now has to carry initially 100 percent 
of the risk on American-flag ship mortgages, any proposal which will 
reduce the Government’s primary participation and increase that of 
our private American financial market would represent a substantial 
net gain to the American taxpayer and to American business in 
general. 

The experience of the Government with ship mortgages, due in part 
to the postwar volume of shipping activities, has been quite satisfac- 
tory. There have been only a few mortgage foreclosures—all were 
vessels owned by the Chinese Nationalist Government. C onsequently, 
it is our judgment that the secondary financial risk which the Govern- 
ment would undertake if the proposed legislation is enacted would 
not, through mortgage defaults, ripen into a primary financial com- 
mitment to any extent even remotely approaching the primary finan- 
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cial commitment which the Government must now undertake by virtue 
of being the principal, if not the only, available source of fuuds for 
financing oceangoing, dry cargo, and passenger ships. 

The new administration is pledged to a policy of maximum enter 
prise with a minimum of Government interference. S. 2409 repre 
sents one of our first, but, I believe, a long-reaching stride toward the 
fulfillment of this pledge in the maritime field. It is a step which ean 
only reduce, not increase, the extent of the Government’s involvement 
in ship financing. Therefore, the broadening of the scope of the 
Government’s insurance liability—which we are convinced is neces 
sary to induce the free flow of private funds into the American mer- 
chant marine—does not represent any increase in financial risk to the 
Government. 

On the contrary, unless we can stimulate the flow of private invest- 
ment into our merchant marine, the Government will have to pick up 
the far larger financial risk of directly financing new ship construc 
tion, if American-flag ships are to be built in an orderly manner in 
anticipation of the block obsolescence of our fleet in the early 1960's. 
It is on this basis that I urge early enactment of S. 2409. 

Senator Porrer. Mr. Secretary, I assume that insurance companies 
and trusts, who are interested in long-term loans, would be the pri- 
mary source of investment that you consider as a result of this bill? 

Mr. Murray. The basis on which we have been working at the 
moment, and which we have some hope of working out, and again, as 
I mentioned to you previously, it is hard to give you a firm answer 
on something on which we are not firmed up at all, but it has been a 
combination of bank and insurance financing, with the banks taking 
the shorter term and the insurance companies the longer term. That 
certainly is possible to work out, provided we have something here 
that is of interest. 

Senator Porrrr. I assume you have discussed this private financing 
with many banking and lending institutions. Have you fourd, prob- 
ably not enthusiastic, but an acceptance on their part for something 
along this line? 

Mr. Murray. You are quite right. We have not found any en- 
thusiasm because the money market is pretty tight right now, as you 
know. 

We think that we have a good possibility of working out an arrange 
ment with some of the countries who now are in need of bringing 
their passenger fleet up to date. 

Senator Porrer. We had a banker before the committee last week, 
Mr. Binney, of Boston. He discussed private financing to a small 
degree. I was pleased to note that he felt particularly in coastal 
areas, with communities such as Boston, that the banking institutions 
there would go out of their way to aid in private financing, because 
they felt it was more or less of a community responsibility for the 
shipping industry. 

He said that, due to that fact, they would go out of their way to aid 
in a private financing program. 

Mr. Murray. We certainly have had good cooperation. As you 
know, the two that are before us at the moment are the Moore- 
McCormack and the Grace Line replacement programs. We have 
been trying to work this out on a basis that would not be exclusive 








16 AMENDMENTS TO MERCHANT MARINE ACT, 1936 


t those two. We have been trying to set up a pattern for 
Mcing As vou know, | have been hopetul we might even get 
of this out of the coastal regions ind into the interior of the 
ti f at all possibl 
Senator Burier. As of July 1, 1953, the Government held mort- 
ies on 420 American-flag ships, totaling approximately $233 muil- 
on. What was the average percentage of cost of those mortgages at 
het ni 1 4 1. 1 m ? 
Mr. Murray. Can you answer that, Mr. Pimper? 


STATEMENT OF JAMES L. PIMPER, MARITIME ADMINISTRATION 


Mr. Pimper. Seventy-five percent of the cost of the ship. 


Senator Burner. That is usual in the industry? 


Mr. Powerer. As far as the Maritime Administration is concerned, 
that is what it mauiway been, 75 percent of the cost. 

Mr. Murray. We start out with the entire cost of aship. Then the 
builder is required to pay 25 percent of that at the time of delivery. 


Then, over a period of 20 years, he pays off the additional 75 percent. 

Senator Burner. What I am getting at is the attractiveness of the 
investment to the average banker or insurance company. ene 
mortgages do not run as high as (0 "he reent on the mort? ced article 
or property. 

In real estate, it runs approximately 50, maybe 60 at the top. I am 
just wondering about the effect if the builder has to put in but 25, 
and the mortgage will be for ADs whether vou could ret private cap- 
ital that would be willing to take a 10 percent chance on the 75- 
percent mortgage ¢ 

Mr. Murray. The two situations are almost entirely different. The 
first ones does not really represent a mortgage. The first one repre- 
sents a construction subsidy pure and simple. The mortgage part 
of it is purely the mechanics by which the operator pays back the 
nonsubsidized part. 

We start out with a ship, and we roughly divide that ship up 60-40, 
with the 40 percent representing a construction subsidy. So we are 
only interested in the 60 percent which represents the investment of 
the private operator. He pays 25 percent of that 60 percent upon 
delivery. Then, he pays back the remainder of that over the 20-year 
period. So, mainly the Government is doing all of the financing of 
the ship. 

Senator Butrier. Under this arrangement, there would be no sub- 

sidy—— 
Mr. Murray. There would be the subsidy. We would have to pay 
the sub sidy, but we would not have anything to do with the 60 per- 
cent, which would represent the oper itor’s cost, except for insuring 
the mortgage. 

Senator Burrer. In other words, you would have your 40-percent 
subsidy, and then the owner would put up 25 percent of the balance, 
and the mortgage would re present 75 percent of the balance? 

Mr. Murray. Under thie situation, we would do the 40 percent, 
which would be the subsidy, and we would forget about that right 
away, because that is the subsidy part. Then, on the 60 percent, it 
would be up to the operator to work out whatever arrangement he 
wanted to— 
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Senator Butter. Anything he could get? 

Mr. Murray. From his own lending institutions. 

Senator Burier. It seems to me that would be attractive to private 
capital. 

Mr. Murray. We think it obviously has not been attractive up 
to the moment. 

Senator Burrer. There is no sense of doing it unless it will be 

attractive. It seems to me this is attractive. 

ag Murray. There is some question in my mind whether keeping 
that 10-percent limitation in there will make it attractive. But that 
is Soiled we will have to try to find out. 

Senator Burter. Experience will tell. You have a $100 million 
limitation, which is certainly not a lot of money in the shipbuilding 
business. 

Mr. Murray. The alternative is to have the Government do the 
entire amount, which we are doing now. If we can use somebody 
else’s money to do this job, it would be desirable. 

Senator Porrer. Are there any other questions? 

Senator Butter. No. 

Mr. Morray. We need this now if we are to get anything reflected 
in the next vear’s program. 

Senator Bt TLER. 1 have to go to Jnudici lary, Mr. Secretary. We 
have been working day and night. I just cannot stop at this time. I 
have to go over there. 

Senator Porrer. We have been happy to have you here, John. 

Mr. Drewry. I wanted to clear up something. After this bill was 
introduced, I understand from the counsel of the Maritime Admin- 
istration that there was an omission. I would like to just read that 
into the record and get your confirmation of it. It is on page 5, line 7, 
after the words “10 per centum” there should be the words, “of the 
unpaid principal amount of such loan or mortgage,”, and then on 
that same page, at line 15, after the word “vessel,” there should be a 
comma. 

Mr. Pimper. That is correct. 

Senator Porrer. Thank you, Mr. Secretary. We are delighted to 
have this morning the Secretary of Navy, Mr. Anderson. Mr. Ander- 
son, did you plan to testify, as far as the Department of Defense, or 
did you have something else in mind? 


STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
NAVY 


Mr. AnperRson. I came here to express the keen interest of the Navy 
in the development of the tanker program which has been outlined by 
Secretary Murr ay, and to emphasize the importance which we attach 
to it for defense purposes. 

Admiral Denebrink, who is in charge of the MSTS of the Navy, is 
prepared to present a detailed point of view for the Department of 
Defense. 

If it is agreeable, I will ask Admiral Denebrink to present his 
statement, and all of us will be here to answer any hviitien which 
you may have. 
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Senator Porrer. Thenk you ki dly. We appre iate the fact that 
you have taken time out of a busy day to be here. I think it shows 
the awareness and importance of this tanker program. 

Mr. Anprrson. The Navy feels it is of such importance that I would 
fee! derelict in my own responsibility if I did not come to stress the 
importance that we attach to it. 

Senator Porrer. Admiral Denebrink. 


STATEMENT OF VICE ADM. F. C. DENEBRINK, UNITED STATES 
NAVY, COMMANDER, MILITARY SEA TRANSPORTATION SERVICE 


Admiral Deneprink. I have a short statement, Mr. Chairman. 

Senator Porrer. Before you begin, Admiral Denebrink, I want to 
compliment you and Admiral Wilson for your very detailed and frank 
presentation of the military needs of the American merchant marine. 
It is something that we have wanted for a long time. You both did an 
excellent job in presenting to the committee the military requirements 
for the American merchant marine. I want you to know we appre- 
ciate it. I think it will be of great benefit to us in our long-range 
consideration of how we ought to meet the various problems that are 
facing the merchant marine today. 

Admiral Denesrink. Thank you, Senator. I have with me my 
deputy and chief of staff, Rear Admiral Wilson, who was the oflicer 
who ectually presented the military testimony. It was my pleasure 
to appear before Senator Butler in the discussion of the MSTS opera- 


tion. He was equally kind to me. I have been designated as the 
oes itive of the Department of Defense on the proposed bill, 
2408. This statement is as follows: 


Subject to the clarification of the funding aspects contained in sec- 
tion 2 of S. 2408, the Department of Defense strongly recommends 
the approval of the bill. 

The Department of Defense is concerned with the indicated deficit 
in modern tankers, documented under the United States flag and avail- 
able to the Government of the United States upon mobilization. Con- 
sideration of m ‘itary and civilian-mobilization requirements, capa- 
bility of existi.g tanker tonnage, anticipated losses due to enemy 
action, and time required for new construction strongly support the 
concept that the Government should promptly take such steps as are 
pract icable to promote the construction of new tanker tonnage under 
the United States flag prior to mobilization. 

The ability to transport by sea great quantities of petroleum prod- 
ucts to various areas in the world immediately upon mobilization will 
be a critical factor and have a decisive impact upon the success of 
military operations in the crucial period of time immediately follow- 
ing the outbreak of war. 

The Department of Defense has urged congressional committees 
recently to promote the construction of new tankers. A serious de- 
ficiency now exists in the American-flag tanker tonnage necessary to 
meet the requirements for the first few months following the outbreak 
of war. In addition, a large portion of existing tonnage is approaching 
block obsolescence. On June 16, 1953, a representative of the Depart- 
ment of Defense recommended before this committee » construction 
program to be initiated at the earliest practicable date aimed at: 
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(2) Reducing this deficiency to the maximum degree and at as 
rapid a rate as commercial utilization and the national economy will 
permit, and 

(6) Providing a realistic means for replacement of existing tonnage 
now rapidly approaching obsolescence. 

[t is noted that S. 2408 contains the provision for authorization for 
the Secretary of Commerce to pay the cost of national-defense feat- 
ures included in the newly constructed tankers. This will insure that 
new vessels constructed will satisfy military requirements. As I in- 
dicated in my opening paragr aph, the Department of Defense con- 
sidered it mandatory that section 2 of this bill be amended to state 
positively that funds appropriated to the Department of Defense shall 
not be used in connection w ith the carrying out of the program proposed 
in S. 2408. 

The Department of Defense considers that S. 2408 would make 
provision for newly constructed tankers, suitable for military pur- 
poses, and, at the same time, feasible for commercial operation. It 
will also provide an essential stimulus to the American shipbuilding 
industry and thereby aid in maintaining these shipbuilding facilities 
and personnel in a status capable of rapid expansion in time of war. 
The addition of this newly constructed tonnage to the national-defense 
fleet and the stimulus afforded to the American shipbuilding industry 
are considered essential to the national interest. 

Senator Porrer. Apparently, Admiral, there is a difference of 
opinion between the Department of Defense and the Department of 
Commerce as to who is going to finance the construction. If I recall 
Secretary Murray’s testimony, he stated he felt they had funds avail- 
able in the Department of Defense for this program. You want to 
make sure that the funds do not come from the Department of Defense ? 

Admiral Deneprink. That is the attitude of the Department of 
Defense, Senator Potter. 

Senator Porrer. I sincerely hope, with this construction program— 
we want to have all the defense features in it—it will be suitable for 
defense purpeses, but in the construction I think we also must be 
conscious of the commercial aspects as well, if you are going to get 
buyers to trade in their existing ships. 

I assume you do not have as great a problem with tankers as you have 
with other types of ships. I am thinking now of the Mariner program, 
where I think we overemphasized the national defense features, and 
underplayed the commercial use of the ship. There is a great deal of 
doubt in my mind whether we will ever be able to sell all “of our ships 
for commercial use. But I assume that problem is not as great in the 
tanker program. 

Mr. Drewry. Admiral, what is specifically objectionable about sec- 
tion 2? It does not say that any part of Navy appropriations shall 
be used. 

Admiral Deneertnk. Well, as I read section 2 of the proposed S. 
2408, 

There are hereby athorized to be appropriated or otherwise made available to 
the Secretary of Commerce such sums as may be necessary to carry out the 


provisions of section 510 (b) of the Merchant Marine Act, 1936, as amended, 
relating to the acquisition of tankers, 








20) AMENDMENTS TO MERCHANT MARINE ACT, 1936 


and it was the view of the Department of Defense that the Department 
of Defense’s position definitively state their view with regard to 
providing defense funds for the construction of these tankers. 

Senator Porrer. I assume, and I believe it has been stated, that there 

a high level committee composed of the Department ot Defense, 
Department of Commerce, possibly the Department of State, I do not 
know, which has been study Ing this entire merchant-marine problem. 

Admiral Deneprink. I believe I could testify this matter has been 
carefully studied. 

Senator Porrer. The question before us is, Was any administrative 
qaecision reached as to who was eoiIng to pay for the ships? 

Admiral DEN: urtInk. Well, I was not there, Senator. 

Senator Porrer. Maybe Secret: ivy Anderson could tell us. Do you 
have any information on that @ 

Mr. Anperson. Senator, there is no administrative decision that I 
know of that would be applicable to this matter. What we point out 
here is that while the payment for the ships is all the taxpayers’ dol- 
lars, there are no funds which are now appropriated directly to the 
Department of Defense or to the Navy specifically which we would 
like to have charged with this, because they have been programed into 
other aspects of defense which we consider equally vital. 

Therefore, while we are not attempting to suggest the method 
which money is secured for the program— 

Senator Porrer. You do not mind, as long as it dues not come from 
the Department of Defense ¢ 

Mr. Anprrson. We are simply emphasizing that as of now, the 
money that has been appropriated is assigned to ccher programs which 
are also essential. 

Senator Porrer. We run into a practical situation here. I had 
hoped that this being an administration bill, the administration would 
agree as to how it is going to be financed. If the funds are not avail- 
os le in the Department of Defense, and we are caught in a very prac 

al situation as to whether even if we speedily enact this legislation, 
whi h I personally hope we can do, there will be ample time for the 
Department of Commerce to come in with a budget request to secure 
the funds for the program. 

If I may make a suggestion, I would suggest that the decision be 
ironed out with the Department of Commerce and the Department of 
Defense concerning the amendment which you would like to see in the 
bill. 

Mr. Anprrson. Senator, I think we should point out that we are 
not proposing here an amendment. I do think that section 2 ought 
to have some flexibility init. I think that, Senator, you can be assured 
whatever decisions are administratively necessary to work out any 
differences, we will try to res¢ lve them. 

Senator Porrer. In other words, you have made your pitch, 
anyway ¢ 

Mr. Anperson. Yes, sir. 

Senator Porrer. Are there any questions, Mr. Drewry ? 

Mr. Drewry. No. 

Senator Porrrer. Thank you kindly, Admiral. Are there any other 
witnesses who care to be heard on S. 2408 and S. 24092 

Mr. Kress. We wish to testify on S. 2409. I am counsel for the 
National Federation of American Shipping. 
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Senator Porrer. We have a letter from the National Federation of 

American Shipping, While h reads as follows: 
JuLy 20, 1953 
Hon. CHARLES E. Porrer 
Chairman, Subcommittee on Maritime Subsidies 
Interstate and Foreign Commerce Committee, 
United States Senate, Washington, D.C. 

Dear Senaror: The National Federation of American Shipping is in sympathy 
With the objectives of S. 2408, a bill to provide a national defense reserve of 
tankers, and to promote the construction of new tankers, 

We recognize fully the importance of adequate tanker capacity for the national 
defense and, in addition, the need for maintaining an active shipbuilding industry 
Which can be rapidly expanded when necessary. 

For these reasons, we support S. 2408 and urge its adoption 

Yours very truly, 
ALEXANDER PURDON. 

Mr. Krebs, we are Very pleased to have you ove us your Views on 
S. 2409, 


STATEMENT OF ALFRED U. KREBS, COUNSEL, THE NATIONAL 
FEDERATION OF AMERICAN SHIPPING, INC. 


Mr. Kress. Yes, sir. You have read the letter from us on S, 2408. 
I have a prepared statement which I would like to read, if you have 
no objection. My name is Alfred U. Krebs. I am counsel for the 
National Federation of American Shipping, Inc., an industry organ- 
ization representing a majority of all deep-water American-flag 
shipping. 

I am appearing before your committee in connection with S. 2409, 
a bill to amend certain perceaee of title XI of the Merchant Marine 
Act, 1936, as amended, to facilitate private financing of new ship 
construction, and for other purposes. 

As is indicated by its title, the bill is designed to encourage pr ivate 
financing of new ship construction. It is our underst anding that 
the private financing would be an alternative to that provided by the 
Government with respect to vessels constructed under title V of the 
Merchant Marine Act, 1936, as amended, and that there is nothing in 
the bill which limits or affects such Government financing. We are, 
therefore, in full accord with the purpose of the bill. We believe, 
however, that it should be amended in several respects if its purpose 
is to be accomplished to the fullest extent. 

S. 2409 makes the following major amendments in title XI: (1) 
Authorizes the Secretary of Commerce to insure loans and advances 
of credit made during the period of construction of a vessel as well as 
mortgages given upon completion of construction; (2) makes the 
provisions of the title applicable to vessels to be used in any of the 
foreign trades of the United States instead of only to those used in 
nearby areas; (3) gives an insured mortgagee the right to tender to 
the Secretary of Commerce an assignment of the mortgage upon fail- 
ure of the mortgagor to pay principal or interest instead of requiring 
the mortgagee to acquire title and possession of the vessel by fore- 
closure or other proceedings prior to such tender; (4) authorizes the 
Secretary of Commerce to pay to the mortgagee the insured amount 
of the unpaid balance of the principal of the mortgage in the form of 

cash instead of in Government debentures; and (5) provides that 
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ontracts or commitments of insurance entered into by the Secretary 
»{ PP sao e shall be final and conclusive, and shall not be subject to 
voldance by any officer or employee of the United States except in 
ise of ts wud, duress or mutual mistake of fact. 

We do not have any eit we uu ee to offer with respect to 

imendments relating to insurance loans and advances made 
during the construction saa and extension of the provisions of 
the title to vessels to be used in all of the foreign trades except to 
say that we bell lieve both of them will result in a greater use of private 
financing. This would seem to be particularly true in the case of 
extension of the provisions of the title since it is now limited to the 
nstruction of vessels for the domestic and nearby offshore trades. 
Che result is that vessels built under title V of the act cannot qualify 
wv the insurance, even though their owners may desire to use private 
financing. 

We also believe that permitting an insured mortgagee to tender 
in assignment of the mortgage without foreclosure will tend co induce 
private lending institutions to finance the construction of new ves- 
sels. Many of these institutions have been unwilling to —— 
funds under the title because of the expense and delay involved i 
foreclosure proceedings. However, we question whether the bee Ta 
lege constitutes the inducement which it might, since tender of the 
mortgage can be made only after failure of the mortgagor to pay 
principal or interest. 

Under the standard preferred ship mortgage, there are many “events 

default” in addition to failure of the mortgagor to pay principal 
or interest. Failure to keep proper insurance on the vessel; operation 
of the vessel in a manner contrary to law; persnstteny liens to be 
placed on the vessel or failure to remove libels against it within the 
period provided ; transfer of the vessel to foreign registry ; : charter, 
sale, mortgage, or transfer of the vessel without the consent of the 
mortgagee; abandonment of the vessel in a foreign port; bankruptcy 
of the mortgagor; and failure of the mortgagor to remain a citizen 
of the United States, all constitute events of default under a pre- 
ferred ship mortgage. 

Title XI of the act presently entitles the mortgagee to receive the 
benefits of the insurance after foreclosure, or after he has otherwise 
required the “property from the mortgagor after default” with the 
onsent of the Maritime Administration. We urge that S. 2409 
be amended so as to give the mortgagee the right to tender the mort- 
gage to the Secretary of Commerce in the event of the happening of 
iny default under the insured mortgage which entitles the mortg agee 
to forec lose, and which 1 S not corrected within the period | provided 
therefor. 

nator Porrer. Can you see any objection on the part of the 
Department of Commerce to that prov ision ? 

Mr. Krers. No, sir, except that I understand the reason why they 
have limited it as they have is that they did not want to get into any 
ontroversy as to whether or not there had been default under the 
mortgage. They simplified it, so to speak, to the matter of paying 
principal or interest. 

S. 1905, which is similar to this bill, and which is pending before 
your committee, gives an insured mortgagee such a right. Unless 
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S. 2409 is amended in this manner—this is introduced by Senator 
Butler; I am sorry he had to leave so he could not hear my comments 
on his bill—we have grave doubts as to whether an insured mort- 
gagee will be entitled to receive the benefits of the insurance except 
in the single instance where the mortgagor fails to pay principal or 
interest. If that is the case, it is obvious that to that extent, it repre- 
sents a curtailment to the right that an insured mortgagee has under 
title XI at the present time. 

In this connection, we do not see the necessity for giving the mort- 
gagor a period of 60 days to correct the ce ts wilt of failure to pay prin- 
cipal or interest as is provided in section 3 of the bill. Fifteen days 
is the period of time allowed by the standard form of preferred mort- 
gage for the correction of defaults, and we urge that the bill be 
amended so as to establish such a period. S. 1905 allows 15 days 
for correction of a default. 

We also fail to understand why the Secretary of Commerce should 
be given a period of 60 days, as provided by section 3 of the bill, for 
the purpose of determining whether there has been a failure to pay 
prine ipal or interest, or whether it has been corrected if it did occur. 
The making of such a determination is not the result of complicated 
processes, and we urge that the bill be amended so as to provide a 
period of 30 days. We think thi at the 30-day period w - be sufficient 
even if the bill is amended, as we have suggested, as to permit 
tender of an insured mortenine in the event of the a a ee ning of any 
default providing for foreclosure. S. 1905 fixes a period of 30 days 
for determination as to a default. 

Authorization for payment to the mortgagee of the insured amount 
of the unpaid balance of the principal of the mortgage in the form 
of cash instead of in Government debentures should constitute a 
great inducement to private lending agencies to finance new ship 
construction. Many of these agencies have been unwilling to accept 
these debentures because they do not mature for some time after 
acquisition of the vessel by the mortgagee. 

I might say that that period for the maturity of the debentures 
is the period whie th was fixed in the original mortgage, that is, if the 
ees was a 10-year mortgage, then the debentures which were 
issued would not mature until what would have been the maturity 
of the mortgage. 

The provision that contracts of insurance shall be final and con- 
clusive, and not subject to avoidance by an officer or employee of the 
United States except in the case of fraud, or mutual mistake of fact, 
should also prove to be of material assistance in encouraging private 
financing. Representatives of several steamship companies and lend- 
ing agencies have informed us that they believe that this will be the 
case. ’ 

Senator Porrer. This will take eare of the hassle that we have had 
with the Export and United States Lines? 

Mr. Krers. Yes, sir. I started to comment on that, and then I 
thought the statement could stand on its own bottom without any 
further amplification. 

The bill fails to contain a provision which we believe to be manda- 
tory if shipowners are to use private financing in the construction of 
passenger vessels. We refer to what is known as the nonrecourse loan 
or limited-liability provision. Under sections 503 and 509 of the 
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Merchant Marine Aet, 1936, as enended Ly) Public Law 586, s2d 
Congress, the payment of sums due with respect to passenger vessels 
aving certain Characteristics which are purchased unde title V of 
the act are secured by preferred mortgages providing, with the ap 
proval of the Maritime Administration, that the sole recourse against 
morteagors shall be limited to the rm possession of the vessels DY 
tine [ nited States and the a lopment of all claims with respect 

hereto. 

Mr. Drewry. Has that provision been discussed at all with the 
LD partment ot Commerce in regard to nonrecourse loans on passen 
ger vessels ? 

A 


Mr. Kress. Only informally, Mr. Drewry. It has not been dis- 
ussed at the top levels. I did mention to some of the Maritime Ad- 
nistration people that we felt this provision was almost manda- 
tory character. I think that possibly they have considered it. dut 
I do not know whether they have considered it from the a spect that 
| am going to mention here. I think they have given some considera 
tioh to 1t; as to why it was not ine luded, I cannot answer that. 

Mr. Drewry. That would make uniform the same policy which 
las been enunciated in the last few years? 

Mr. Kreps. That is true. Obviously, a shipowner is not gomeg 
to use private financing for the construction of passenger vessels of 
this character when it means subjecting his entire fleet, and other 
assets, to a deficiency judgment in the event of failure of the passen- 
ger operation. It is common knowledge that passenger operations 
ure precarious to say the least. The investment cost of a single or 
pair of passenger vessels often exceeds the total investment cost of 
an entire fleet of cargo vessels having potentially greater earning 
power. 

We urge that the bill be amended so as to incorporate the provisions 
of S. 1905 providing that the sole recourse against mortgagors of 
passenger vessels having the tonnage, speed, passenger accommoda- 
tions, and other characteristics set forth in section 503 of the act 
shall be limited to repossession of the vessel by the United States and 
the assignment of all claims with respect thereto. The insertion of 
such a provision would not in any way affect the rights of private 
lending institutions, since it would become effective only in the event 
that the Secretary of Commerce accepted the tender of the insured 
mortgage by the mortgagee. 

We appreciate the opportunity of appearing before your committee, 
and we urge that you report S. 2409 with the amendments which we 
have suggested. 

Senator Porrer. I appreciate the fact that you have presented your 
views on this, realizing that you did not have much time. T am sure 
that Mr. Drewry, our counsel, will discuss the recommendations that 
you have made with the Department of Commerce to see if they are 
igreeable to these amendments. 

Mr. Kress. We certainly hope that will be done, Mr. Chairman. If 

can be of any assistance, we stand ready to do so. 

Mr. Drewry. Have you drafted language ? 

Mr. Krers. I have not. The shortness of time, for one thing, has 
prevented that. In addition to that is the fact that S. 1905 now con- 
tains actually the necessary amendments which I have suggested here. 
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It might be that it would be necessary to transpose them and modify 
them as to a word here and there, but in substance, the amendments 
I have suggested are contained in 8. 1905. I am certainly ready to 
assist In any way I can. 

Senator Porrer. Thank you kindly. Is there anyone else who is 
prepared to testify on these two bills? If not, we will recess until 
» o'clock this afternoon, when Secretary of Commerce Weeks will 
be before the subcommittee. 

(Whereupon, at 11:15 a. m., the subcommittee recessed, to recon- 
vene at 2 p.m. the same day.) 


AFTERNOON SESSION 


(The subcommittee reconvened at 2 p. m., Senator Charles E. Potter, 
presiding. ) 

Present: Senators Potter and Magnuson. 

Also present: Mr. John M. Drew ry, spec ial counsel to the subcom- 
mittee. 

Senator Porrer. The subcommittee will come to order. This sub- 
committee was constituted to consider S. 2408 and S. 2409. We have 
the honor today of having with us the distinguished Senator from 
Massachusetts, Senator Saltonstall. We will be very pleased to 
receive your remarks. 


STATEMENT OF HON. LEVERETT SALTONSTALL, A UNITED STATES 
SENATOR FROM THE STATE OF MASSACHUSETTS 


Senator SaLronsTau.. I will be very brief because I know you have 
distinguished witnesses here. 

Mr. Chairman, I am grateful for this opportunity to appear before 
your committee to testify to what seems to me the very great impor- 
tance of maintaining a strong, competitive United States merchant 
marine. 

As a Senator from a State whose history and economy are closely 
linked to maritime commerce, I know the importance to our industry 
and agriculture of keeping our foreign trade free from total depend- 
ence upon foreign bottoms. Unless we plan now to replace our obso- 
lescent vessels, we shall find ourselves in a comparatively short time 
unable to compete with other countries able to furnish faster and more 
efficient. service. 

As chairman of the Senate Committee on Armed Services, I know 
how vital it is to our national defense to assure sufficient troop- and 
cargo-c arrying capacity to sustain overseas milit: ary operations. 

Since 1939, the passenger-carrying capacity of United States pas- 
senger vessels has declined from 38,000 to 13,000. The number of such 
vessels has declined from 123 to 44. Since World War II, great 
numbers of our cargo vessels have become obsolete and unfit for future 
service. 

We are today heavily dependent for our petroleum supply on im- 
ports from abroad. If we are to conserve our domestic supply for a 
possible time when foreign sources are cut off, we must continue and 
even increase such imports. To this end we must have fast, modern 
tankers designed to furnish maximum carrying capacity consistent 
with minimum cost of operation. And, in the event of war, the in- 
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eased demands for petroleum products will make it vitally impor- 
oO Ih hn suc] l | t as long as our overseas urces 
' e 

S. 2408 e of the bill h vou are considering today, would make 
pp ble progres this direction. Wecan no longer afford the policy 
of letting our me nt fleet decay in time of peace and then, at great 
ind under the pressure of emergency, scramble to make up for 
time. We cannot afford it in money, and we cannot afford the 
e ol 1e ¢ ential sh pyara SIX || which became dispersed during 

| g@ periods ¢ f ek ship construction activity. 
To avoid these costs, I have for years been urging a balanced ship 
CO ! rd pou ram. The second bill under consideration today, S. 


1 


ie financing of such a program, and though 
I have not had an opportunity to study it in detail, I am in complete 


accord with its object ve. 

President Eisenhower has said: 

We were caught flatfooted in both world wars because we relied too much upon 
foreign owned and operated shipping to carry our cargoes abroad and to bring 
critically needed supplies to t s country 

America’s industrial prosperity and military security both demand that we 

iintain a privately operated merchant marine adequate in size and of modern 
design to insure that our lines of supply for either peace or war will be safe 

i consider the merchant marine to be our fourth arm of defense and vital to 
the stability and expansion of o foreign trade 

The thousands of skilled worke n our shipyards and in allied industries who 


have spent their working lives in the building of ships and the machinery for 
those hips, together with the thousands of merchant seamen who have devoted 
ves to the sea, need assurance that never again will the United States 


Mr. Chairman, Tam glad that this committee is preparing to pro- 
pose constructive steps to ra odernizing our merchant fleet. and I 
mn) ¢ ad to have had this « yportul it) to tes if) to what I believe to be 
the urgent importance of taking such steps just as soon as possible. 
Senator Savronstatn. As T talk this over with you very briefly, I 
to trv to do anything T ean to help encourage the shipbuilding 
ndustry here in the United States and to keep our merchant marine as 

far as we possibly can under the flag of our couuntry. 
} ble for introducing S. 2408 and S. 2409. As to the 


i are responsib 


broad, general principles of what those two acts say, I would be in 


favor of them, because I would hope it would help the ship construc- 
tion and the ship operatio rincder the United States flag. 
S. 2408 concerns the acauisition of obsolete vessels. oilers, tankers, 


in exchange for the construction of new tankers. S. 2409 is an amend- 
ment to the ship mortgage Insurance prov isions. Broadly speaking, 
as you know, the shipbuilding industry has tremendously decreased 
ince the war. There will be a very exacting problem before the ship- 
building industry, certainly by February of 1955. 

While I have not all the statisties here in front of me, I have in my 
office statistics which will show that substantially none of the big 
shipyards of our country will have business after February of 1955. 

Anything we can do to encourage that, and modernize and improve 
our tankers, and to have those tankers built in this country, will be an 
extremely helpful thing. 

As you know, since we had the debate on the floor on connection 
with the merchant marine appropriation for this year, some of the 
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ships which were then under consideration for conversion and enlarge 
ment in Baltimore have, I am told, gon eto Japan. We know of other 
ship construction being done in England, while our yards are not get- 
ting the new orders. So I hope, Mr. Chairman, that out of these two 
bills, the technicians, and yourself—I know Senator Magnuson has 
the same feeling on that that I have—will work out a situation that is 
fair to our own Government and will make for better shipbuilding 
conditions. 

Senator Porrer. As chairman of the Armed Services Committee, 
you probably would be interested in knowing about the testimony of 
the Department of Defense this morning. They felt it very essential 
that the »y have tankers in the reserve fleet whic h, in case of an emer- 
gency, would be immediately available. 

This program serves two purposes, of not only keeping our ship- 
yards going, but also provides a national-defense feature of having 
tankers available for immediate use in case of an emerge ney. 

Senator SatronstTaui. That, | understand, is one of the provisions, 
the third provision in your first bill. 

Senator Potrer. Yes. 

Senator SaLronsTaLu. I have nothing further, Mr. Chairman. If 
I can do anything from the standpoint of the Armed Services Com 
mittee, I will be glad to do it. 

Senator Porrer. I am sure your he lp will not only be solicited but 
necessary for the passage of the legislation. 

Senator Sauronstautt. Thank you, sir. 

Senator Porrer. Our next witness will be Secretary of Commerce 
Weeks. Mr. Weeks, we are h: appy to have you appear r before our com- 
mittee and give us the benefit of your views on thi a eislation, which 
actually or iginated in your Department, as you we i know. 


STATEMENT OF HON. SINCLAIR WEEKS, SECRETARY OF COMMERCE 


Mr. Weeks. Mr. Chairman, and members of the committee, I have 
a very brief statement. I may as well read it. I will enlarge upon it 





afterward, and answer any questions that may occur to you or the 
committee. 

The oe of Commerce appears today in support of S, 2408 
and S. asures designed to promote the privately owned 


merchant marine and 1 the privately owned shipbuilding industry, in 
the interest of national defense. 

We sincerely regret the lateness of the submission of these measures 
and trust the committee apprec iates that we are here at this time only 
because of our sincere conviction as to the urgency of the situation and 
the soundness of the proposed legislation. 

S. 2408, as indicated in the accompanying message, is designed to 
create a ready reserve of usable tankers, and, at the same time, stimu- 
late the construction of new, faster, and more efficient tonnage. The 
new administration, as one of its first acts on coming into office, under- 
took an exhaustive study of the national petroleum situation. This 
study considered all facets of the petroleum complex, including the 
area of ocean transportation of petroleum. 

The problem was developed, reviewed, and studied by the most 
qualified military, civilian, and industrial authorities. We call to the 
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committee’s attention that, in considering the availability of tankers in 
event of a grave national emergency, the study realistically assumed 
the foreign-flag tankers of our prospective allies would be available 
to the forces of the free world. However, even assuming the avail- 
abil t\ of this non-American tonnage, the studies concluded that one 
of the most serious risks a the national securit y stems from the eritical 


shortage of tankers with which to meet the needs cre: ated by a grave 
hational emergency. Thi shortage is recognized by all who have 
udied the situation. 
This tanker deficit could, of course, be met in more than one way. 
We ih | ~P place ‘oOmMp rlete de spe nde ‘nee Oh our ability t to produce 1 ln time 


ot war a very great number of tankers, but with the obvious risk of 
mipairinge other vital defense product ion. Alter nately . we could stock- 
pile 1 peacetime the entire number of tankers needed to meet esti 
mated mobilization deficits. We could and do contemplate in S$. 2408 
steering a nuddle course bet ween these two extremes. 

If it is enacted into law, we propose to encourage the priva e con 
truction of tankers, with private funds, to private specifications, and 
for private use, by trading in existing war-built tonnage which, while 
less efficient and slower than the replacement ships, will be of great 
value in time of national emergency, especially in the initial phases. 
Such an approach has the additional advantage of reducing the prob- 
lem of block obsolescence, and this by product is, in itself, an increas- 
ingly important consideration as our largely war-built tanker fleet 
continues to age en masse, 

The only specification which the Government will require in oa 
new tanker construction is that the new ships be capable of a min 
mum sustained sea speed, fully loaded, of 18 knots. We have aed 
at this judgment again after careful, exhaustive studies by the most 
competent and knowledgable authorities. We believe that the insist- 
ence upon this minimum speed, even though it may involve, in some 
‘ases, the payment of a national-defense allowance, is completely 
justified in the light of military estimates of conditions prevailing in 
a future period of full mobilization. 

2409 is a bill aimed at facilitating the private financing of ship 
construction by simplifying and broadening the present cumbersome 
and unsatisfactory insurance provision of title XI of the Merchant 
Marine Act, 1936. , 

The Department is convinced that if the privately owned merchant 
marine and the United States shipbuilding industry are to withstand 
the cyclical variations which have characterized these industries in 
the vears past, they must achieve a great degree of financial stability. 
This, in our opinion, can result only from the maximum use of pri- 
vate capital and minimum dependence upon direct Government ap- 
propriations. The Department believes that S. 2409 will go a long 
way in encouraging the investment of private funds in the construc- 
tion of American-flag vessels and will result in the withdrawal of the 
Government from a function which, in other heavy industries, is 
handled by private financing institutions. 

This particular legislation does have long-range implications, and 
some might say that, inasmuch as the Department of Commerce is 
now making a comprehensive study of the long-range problems of 
the merchant marine, we are premature in the submission of this par- 
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ticular bill. We believe, however, that the objectives of the bill are 
so patently in line with the principles to which this administration 
is dedicated that there can be no question as to its basic desirability 
and, therefore, S. 2409 should be enacted promptly. I understand 
Mr. Murray has dscussed S. 2409 in some detail with you this morn- 
ing. I would like, however, to add my own strong endorsement of 
this legislation. 

In conclusion, I reiterate my strong personal conviction as to the 
need of prompt enactment of both S. 2408 and S. 2409. To me, this 
proposed legislation is clear evidence of the administration’s inten- 
tion to carry out its stated policies of recognizing and accepting 
national defense responsibilities, and, at the same time, meeting these 

responsibilities with the true American concept of minimum govern- 
ment and maximum private participation. 

In my opinion, the bills before you represent a basic policy of re- 
orientation which will encourage private shipowners and shipbuilders 
to draw on their own resources, talents, energies, and skills with the 
absolute minimum of Government supervision and control consistent 
with the public interest. 

Mr. Chairman, this matter, as you know, has been discussed. It is 
a recommendation of the administration. It has been discussed in the 
National Security Council. We feel not only does it mark, if the 
legislation is adopted, a distinct step forward in handling the tanker 
shortage that now exists, but that it will also, through the expenditure 
of private funds, as far as the particular program we are now con- 
cerned with goes, be quite a boon to the shipbuilding facilities of the 
country. 

The programs that have been under way, particularly the Mariner 
type ship program, is beginning to be on the wane. I believe this 
program will not only really do something for national defense that 
has to be done but will also be a very great boon, as I have said, to our 
shipyards over the next several years. 

Senator Porrer. Unless legislation of this kind is enacted in this 
session of Congress, there will be a delay of probably another 12 
months without any new orders being placed for ship construction ? 

Mr. Werks. That is correct. 

Senator Porrer. That means the shipyard programs will not only 
be tapering off but will be drying up, and they will lose many of 
their skilled laborers and make it much more difficult when we get 
our program going again. I am very happy that the administration 

came up with this proposal at this time. 

Mr. Werks. If action is not taken by the present session of Con- 
gress, I would guess, for all practical purposes, you would lose a year, 
assuming that you went ahead at a later time, and that might have 
some serious effects on the shipyards as far as any work is concerned. 

Senator Porrer. Mr. Secretary, this morning a controversy was 
pointed out as to how we are going to get the funds for the tanker- 
construction program. In or der for us to intelligently defend the 
bill on the floor of the Senate, if it reaches that point, we have to 
be informed as to just how you plan to finance the program, whether 
you will be coming in for a supplemental appropriation, whether 
other funds will be made available from the Department of Defense, 
or from other sources. I would be interested in having your comments 
on that question. 
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Mr. Werks. My understanding is that this legislation would involve 
in authorization, I believe. Section 2 authorizes funds to be appro- 
priated or secured in some other manner. That is about the language 
f it, I think, that thereafter if we are unable quickly to find funds in 
ome other manner, so to speak, it would be necessary to ask for a 
pec awppropriatiol inthe form ofa supplemental] request. 

[ was informed that this morning Admiral Denebrink asked for an 
unendment which would make it clear that no Department of Defense 
funds would be used for this purpose, but that the Secretary of the 
Navy clarified that point later by saving that he did not ask for an 
umendment, that the lan iwuage as written would stand, that if we were 

ible to find “8 funds immediately we would put in a supplemental 
request I believe that was the way it was left, unless my understand- 

ng of the way it was left is in error. That was the last discussion I 
had with the Director of the Budget. 

Senator Porrer. Senator Magnuson, do you have any questions? 

Senator Magnuson. You would have to come up here and ask for 

nas vourself : that is. the De poms nt of Commerce / 

Mr. Weeks. If a supplemental request is necessary ; ‘ves, sir 

Senator Magnuson. If this program is going to reach fruition, it is 


voing to be necessary. I do not see how you can get away from it. 
I am not against it. I have been aecachites that for a long time. l 


im not against the idea in the bill, but there Mia be some questions 
ibout how to do it. 

I do not care whether the check is written to the Department of 
Commerce, written in the nature of a subsidy, or written in the nature 


faloanoragrant. It is still the same. It is still dollars and cents. 


‘| his Is. 1 elfe ie anothe Wah of vetting encouragement by construc- 

Ol bsidy or methods of subsidy to private shipbuilding, which is 
vood, T think. 

Mr. Werks. That is correct. 

Senator MaGnuson. 7] a Is just a different Wiis of doing it. 

Mr. WEEKS. I | velieve a rector of the Budget has been investi 

ting the possibility of ei Pha the use of Department of Defense funds 


F457 
mr Tune 


ls now avail ible to the Office of De fense Mobilizati on, and that 
{may be issible those funds will be made availab le that are now 

mv nator grt r. Which would not require a supplemental appro- 
priation ¢ 

Vi a rks. No. We have to have the funds, naturally. 

Senator Magnuson. If they have some extra funds where do they 
ome from? , 

Mr. Werks. I cannot answer in detail, but the Office of Defense 
Mobilization for the purpose of defense—I am not stating this in any 
great degree of certainty—I believe has funds hitherto ap propriated 
or made available by the C ongress which might be used for this pur- 
pose, which is a defens e purpose, I cannot spell it out. 

Senator Magnuson. They were not appropriated for that purpose. 
If they have any carryovers, it was not appropriated for this purpose. 

Mr. Werks. In that case I assume a special authorization would 
have to be eranted. 

Senator Macnuson. I think the Department of Commerce ought to 
take, and we should give them, the es for this, because the 
Defense Department has some extra funds, or the Office of Defense 
Mobilization, they were not appropriated hex this purpose, and to 
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transfer them to this purpose, I think, would require Congress saying 
Oe tie”? 

Mr. Weeks. I am sure it was the intent that the Department of 
Commerce, through the Maritime Board, have the responsibility for 
carrying out the program, and that the funds which—— 

Senator Magnuson. I think what you are trying to do is a good 
thine, but I think we ought to come fairly and squarely up to the 
problem and say that we need funds for this purpose or otherwise 
our merchant marine is going to run into block obsolescence. I would 
e’o further on the tanker bill and include the whole merchant marine. 
1 understand your purpose is to come In with some other suggestions 
on that later and that this is a more immediate need. I think if we 
are going to do it for tankers, we will have to do it for all segments 
of the private merchant marine. 

Mr. Werks. I think, Senator, you will find we have a pretty good 
study going on that subject and that by the time we come back in 
January we will be able to make some recommendations. 

Senator Magnuson. We found in World War II that our merchant 
arine Was carrying over v0 percent of the military cargo. We needed 
them. We also found, maybe through sad experience, that although it 
was the intention of the rest of the free world to give us their tonnage, 
as a practical matter it did not work out that way. We had to build 
our own merchant marine at a cost of billions of dollars. I would 
suggest there would be no use of shifting around any responsibility. 
If we are going out asa matter of governmental policy to encourage 
our taking in obsolete tankers and encouraging new tankers, whatever 
that cost may be, we ought to lay it on the table and Say that is what 
it will be but that it is worth it. 

There may be a great deal of criticism of what we call the “hidden 
subsidies.” 

Mr. Werks. My understanding when we left off the discussion last 
week was that the Bureau of the Budget was going to look into this 


Oo 


matter and promptly report what action might be necessary as far 
as the funds are concerned. 

Senator Porrrer. I assume you run into a practical problem as to 
whether if these bills are passed to authorize this type of program, 
if you come up with a supplemental whether you will have time to 
do it or not. I would assume that if the Congress carried out its 
timetable of adjourning by-—— 

Senator Magnuson. Section 2 is very clear. It says: 

There are hereby authorized to be appropriated or otherwise made available 
to the Secretary of Commerce such sums as may be necessary to carry out the 
provisions of section 510 (b) of the Merchant Marine Act, 1986, as amended, 
relating to the acquisition of tankers. 

Senator Porrer. Yes. If funds are around they can do it. 

Senator Magnuson. But I think these other departments who are 
shifting these funds around for this purpose should come before Con- 
gress and either say, “We are not spending as much as you have appro- 
priated or we do not need this much.” 

Mr. Weeks. I might read this letter for the record. It is addressed 
to me from the Director of the Budget | reading} : 

This is in reply to your letter transmitting copies of the bill to amend the 
Merchant Marine Act 
and so forth. It goes on— 


To promote the construction of new tankers and other purposes which the 
Department of Commerce desires to present to the Congress. We wish to make 
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clear our understanding that the submission of this draft legislation does not 
preclude the possibility of financing this program from funds available to the 
Department of Defense or by other means which would avoid the necessity 
of submitting a request for additional apropriations. Subject to this under- 
standing, you are advised there is no objection to the submission of this draft 
hill to the Congress, and the enactment of this bill would be in accord with 
the program of the President 

The language of the bill is, “There are hereby authorized.’ and so 
forth. 

Senator Magnuson. Then you have on page 2 where you make 

illowance for credit to be apphed on the purchase price of new tankers 
and to pay the cost of the national defense features incorporated in 
the new tankers if there is suflicient available money in your own 
funds for that particular purpose / 

Mr. Werks. Yes. 

Senator Porrer. Have you made any study at all as to how much 
you would allow the operators for their tankers thet are being traded 
né Are you using that for dickering purposes ¢ 

Mr. Werks. I think, Mr. Chairman, that we have not arrived 
any final conclusion that we want to put in the record. 

Senator Magnuson. You are trying to use the formulas that the 
Maritime Board has been using on the value of all types of maritime 
matters; tankers have a very flexible value, depending upon the day’s 


headlines 7 


Mr. Werks. Yes. 
Senator Porrer. Are there any other questions, Senator Magnuson ? 
ator Magnuson. I have just one question about the other bill. 
I must say, Mr. Secretary, that I did not hear the testimony this 
morning. I know the Chairman will pardon me. I am on an appro- 
priations committee, and aur ing this season of the year it is pretty 
hard to get any place but th: 

I did not hear the testimony of Secretary Murray. On your mort- 
gage bill, to put this in very simple language, the proposal is that you 
encourage people to build ships with private capital. So if I wanted 
to build a ship I would go out and if I could raise the necessary money, 
I would come to the Government and the Government would guar- 
antee my mortgage. If the mortgage was good—you correct me if I 
am wrong—and the man paid it, there was no failure to pay principal 
or interest, then the person that held the mortgage would get his 
money back. But if it turns sour, then we step in and bail him out; 
is that a correct statement 4 

Mr. Werks. I willask Mr. Mooney to comment on that. 

Mr. Mooney. Yes, sir. 

Senator Macnuson. So, in other words, the Government is saying 
indirectly, “We will see that you boys are all paid, with interest” ? 

Mr. Mooney. Yes, sir. 

Senator Magnuson. I suppose you would have some control over 
the type of mortgage that a man would make. You would not guar- 
antee a mortgage that was clear out of line interest-wise or otherwise ? 

Mr. Moonry. No. 

Senator Macnuson. I do not say it is wrong, but I think we ought 
to be clear in what we are doing. We are merely guaranteeing private 


lenders of money to ship construction, guaranteeing their loan? 
Mr. Moonry. Yes, sir. 
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Senator Porrer. You have the 90-percent feature in there. In 
other words, there is a 10-percent risk, as far as the lender is con- 
cerned. It is not a 100-percent guaranty. 

Senator Magnuson. I know about the 10 percent, but that does not 
mean much. That may be all right. I think we have done that in 
some cases before. But there will be an argument if the Government 
is going to take care of all the bad ones and let the private investor 
have the good ones. The argument will be, Why does not the Gov- 
ernment have all the rest? 

Mr. Mooney. The purpose of the bill is to reduce the use, one of 
the purposes, of appropriated funds and to lend every encouragement 
to the use of private funds in the construction of ships. Certainly 
the Federal Maritime Board and the Maritime Administrator would 
be under the injunction that runs throughout the Merchant Marine 
Act of 1936 to act as a prudent businessman. He will investigate 
every situation. 

One of the reasons for the 90-percent limitation, with 10 percent 
to go to the private lender, is to make him very interested in using 
his investive resources, to bring him right into the act, even though 
it only be on a 10-percent basis. 

Senator Maanuson. If the Government would do it directly, then 
we would get the benefit of all the interest and the pay-back. We 
are taking care of the bad ones and letting the private people have 
the good ones, up to 90 percent. If the loan goes sour, we guarantee 
it. 

Mr. Mooney. The optimum under this bill, I think, would be to 
have the private lenders cover the whole situation, all of the ship- 
building. 

Senator Magnuson. They will not do it unless the Government 
guarantees it, that is the point, or they are not doing it. That is a 
pretty good deal for them. Maybe that is the only way we can get 
these ships built. 

Mr. Mooney. It is comparable in principle to the Housing and 
Home Financing Agency. 

Senator Maenvson. It is comparable to some of the things done in 
the Housing and Home Finance Corporation, and I think comparable 
to some of the RFC loans, the Defense Plant loans. I think we have 
done it in some of those cases, but I think we ought to know what 
we are doing. 

Mr. Werks. I would assume, Senator, you could more or less put 
it this way: As long as we are in this business of trying to promote 
ship construction and operation, this is one way of getting private 

capital into the business, encouraging private capital to come into 
the business to the end that on the law of averages the Government 
certainly would not have to put up the money in the first instance and 
might never have to put up the money except on the basis of the 
insurance risk. 

Senator Magnuson. You will not have much trouble encouraging 
them on a guaranty like this. 

Senator Porrer. Is it not so, Mr. Secretary, that otherwise you 
will never have perrate ‘apital invested in foreign shipping and 
American shipping going to foreign ports without a Government 
guaranty? Because if an operator loses his ship or abandons his 
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ship in a foreign port, or goes bankrupt and is stuck ina foreign 
port, the private investor has no Way ot foreclosing and getting his 
money back except by going to the foreign government. It would 
seem to me it would be necessary with off-coast shipping to have a 
(rovernment Guaranty to the mortgage. 

Senator MAGnt SON. Of course, none of these mortgages are made 
without the restriction that there must be the consent of the mort 
vagor to make any transfer or get it out of control of American flag, 
or if they want to take the deep risk and loan money, I assume there 
have been some instances where it has been another flag where they 
would not have the foreclosure control. When money is loaned, they 


watch that. I am not criticizing or saving that this maybe is not 
the way to do it. I think we ought to be sure that we are clear about 
What \ are adolmmye, because this will open lp the field of mortecuge 
Hane lv, wh ch is pract cally a dead cinch for somebody to muke 


some pretty Woh interest rates and vel cuaranties. 

Mr. Weeks. I think, Mr. Chairman, that Mr. Murray—I read over 
his testimony hast lv as I came up here did not pont out this morn 
ing that the record of actual use of this mortgage facility in the 
original act has hardly been used at all. There are only three smal 


Senator MaGcnuson. It might be that under this the Government 


] 1 1 ? Y 
would hot be called pol to take ovel the bad mortgages ut all, \ e 


all hope that will be the result. Surely the ban tha ls loan oe SS 
million or St million to build a ship. if he is FOING to get that 90 pel 
cent Puaranty by the Government, he has hot much risk al all. I 
hope the interest rates will drop accordingly with the risk involved 


on that loan. T bet tl ey Ww ill not. but I hope they will. 

Senator Porrer. If there are no other questions, Mr. Secretary, 
we are ple ised that you ave taken the time to come here and vive 
us the benefit of your views. 

Senator MAGNUSON, Mi ser retary, I do hope that when we come 
byeve 1! Janu ry vou have some real wood, concrete suggestions on 
the rest of the merchant marine building situation, because as Senator 
Saltonstall po nted out, we have all those things, and the Way it 1s 
going now, come February, there is not a keel that I know of that 
is going to be laid any place. 

Mr. Wr KS, We ure going To do that. We will be working cl li 


rently ¢« t 


S hnatol NT Ac NUSON And the west coast is worse that the east oast 


r } = 
Senator Porrer. The subcommittee is how adjourned, 

Che following was submitted for the record. ) 

NEw York, N. Y., July 20 
Hon. CHARLES EE, Porrer 
Chairman, Subcommittee on Maritime Subsidies. 
Senate Committee on Foreign and Interstate Commerce 
Senate Office Building 


Re S. 2408, recommended by Secretary Weeks and sponsored by Senator Tobe: 
and yourself, the purpose of which is to create a national reserve of tanker 
ind to promote the construction of new tunkers in line with national defenss 
requirements, such purpose is essentially sound and should be noncontroversia 
from the national security angle 

The reduction from 12 to 10 years in eligibility for turn-in of tankers will help 
to provide a national reserve of tankers now sadiv lacking and the construction 


of new tankers will modernize the United States tanker fleet. Both will hel 
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create the means to meet the initial impact of any national emergency. To the 
extent that new tankers may be constructed, as a result of the proposed legis- 
lation, the shipyards in this country will be assisted in maintaining a shipbuilding 
base capable of expansion if and when required. The members of the council 
strongly urge the enactment of S. 2408. 
L. R. SANFORD, 
President, Shipbuilde rs Council of America. 


New York, N. Y., June 20, 1953. 
Hon. CHARLES EK. Porrer, 
Chairman, Subcommittee on Maritime Subsidies, 
Senate Committee on Foreign and Interstate Commerce, 
Senate Office Building, Washington, D. C.: 

Re 8S. 2409, proposing to extend the mortgage financing provisions of the 
Merchant Marine Act of 1936, as amended, to cover ships under construction 
for the foreign trade of the United States, such legislation would constitute a 
most important step in an overall program to create conditions under which 
investment in new American-flag shipping will become attractive to private 
capital. 

S. 2409 in effect supersedes S. 1905 introduced by Senator Butler on May 15, 
1958, concerning which the council expressed its view in a letter of May 20, 
1953, to Senator Butler, copy of which is being transmitted to you by separate 
cover. The members of the council strongly urge the enactment of S. 2409. 

L. KR. SANForD, 
President, Shipbuilders Council of America. 


(Whereupon, at 2:40 p. m., the committee adjourned. ) 





